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SDUSD entered into an agreement with the Public Agency Retirement Services (PARS)-Phase I1 
Systems to implement and manage the SERP. SDUSD has provided funds for the SERP through 
annuity premiums paid in six installments over a five-year period. The estimated total cost of the 
SERP is about $84 million. A total of 1,456 District employees participated in the SERP. 

AUDIT RESULTS 

SDUSD's charges to Federal programs for the S E W  did not meet the applicable requirements of 
OMB Circular A-87. SDUSD did not obtain the required prior U.S. Department of Education 
(ED) approval to charge S E W  costs to Federal programs and mistakenly concluded that S E W  
costs could be charged to Federal programs as a fringe benefit that did not require ED approval. 
As a result, SDUSD improperly charged over $3.1 million of SERP costs to Federal programs 
during the fiscal year periods from July 1,2003, through June 30,2006. Of that amount, about 
$1.9 million was charged to ED programs. 

Since the SDUSD had not obtained the required prior ED approval to charge SERP costs to 
Federal programs, we did not evaluate the District's method for calculating the amounts charged 
to individual Federal programs. 

In its comments to the draft report, CDE did not concur with our finding and recommendations. 
We made no changes to our conclusions and the recommendation in response to CDE's 
comments. The comments are summarized at the end of the finding along with the OIG 
response. The full text of CDE's comments is included as Attachment 3 to the report. 

FINDING - SDUSD Charged Unallowable Costs of the SERP to Federal Programs 

The payments to S E W  participants are considered "abnormal or mass severance pay" under the 
applicable provisions of OMB Circular A-87. The costs of such payments are only allowed if 
approved by the cognizant Federal agency prior to charging the costs to Federal programs. Thus, 
the SEW costs charged to Federal programs are unallowable costs since SDUSD did not obtain 
the required prior approval. 

Prior ED Approval Required to Charge 
SERP Costs to Federal Programs 

OMB Circular A-87 establishes the principles and standards for determining costs for Federal 
awards carried out through grants, cost reimbursement contracts, and other agreements with State 
and local governments. Attachment B of the Circular addresses selected items of cost. 
Attachment B, Paragraph 8 addressing compensation for personal services states- 


















































